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Abstract  
Cases of demergers in Indian corporate world are increasing in recent times. Majority of the 
spin- offs that have taken place in India are associated with objective of overall value creation 
for the shareholders. The researcher has identified and studied 24 spin-offs that took place in 
India during 2012-2017. The result of this study has shown that demerger activity has an overall 
positive effect on shareholder wealth.  The most favourable time for share-holder wealth 
creation remains to be from demerger announcement date to the listing of demerged entity. 
During this phase, 80% of the cases have given 49% average returns.  However during the 
demerger announcement date and demerger effective date, only 60% of total stocks have given 
positive returns with 18% increase in average market capitalization. This behavior may reflect 
the uncertainty regarding the regulatory outcome and shareholders’ approval for the spin-off 
proposal from the Company. 
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1. Introduction 
Demerger is a process of separating company’s business through creating one or more separate 
companies. Spin-offs, carve outs and split offs are the forms of demergers. Following are the 
details of each form of demerger. 
Spin-off:  In a spin-off, a firm is broken up into two or more independent entities. The parent 
company distributes shares of its subsidiary/ business division which is being separated to its 
existing shareholders. Existing shareholders of parent company benefit by holding shares of two 
separate companies after spin-off instead of one. The Spin-off entity remains distinct business 
unit from the parent company and has its own board of governance and management. 
Split-off: In a split-off, the parent company offers shares of its subsidiary to its existing 
shareholders in exchange of shares held in the parent company. The parent company shareholder 
has a choice either to continue holding parent company shares or exchange shares for its 
subsidiary. 
Carve-outs: In a carve-out, the parent company sells shares in its subsidiary to external 
shareholders through an initial public offering (IPO). The parent company shareholders do not 
get shares of new entity automatically although parent company generally witnesses cash inflow 
through carve-out. 
Reasons for a demerger: Demergers are carried out for following main reasons 
1) Family Splits and Settlement: One of the reasons for corporate restructuring and demergers is 
a split and settlement within business families. Reliance Industries (2005) and Bajaj Auto 
(2006) are the two prime example of this. 
2)  Regulatory Actions (anti-trust, bankruptcy): Globally, many a times, certain regulatory 
actions (anti-trust, bankruptcy courts) have lead to breakup transactions and demergers 
although rare in India. 
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3) For Share-holder Value Creation: Demergers offer flexibility, independence and opportunity 
to the spin-off business management to grow its business independent of its parent. Therefore 
it attracts investor attention as well. In some instances, the parent company which has seeded 
several projects internally in promising business areas, using capital from the main 
operations might look at to spin–off that division to create shareholder value. Demerger of 
company can also attract specific institutional investors having interest in particular sectors. 
Some of the examples of demergers for the reason of share-holders value creation include 
Sintex industries, Grasim Industries etc) 
 
Advantages of Demergers 
1) More Focus on Core Business: - Demerging the company into two or more businesses 
enables each one of them to focus on their own business plan and exploit the benefits of core 
competencies. This avoids management’s attention to various challenges posed by different 
business units. This may lead to better financial results and improved profitability 
2) Efficient Capital Allocation: Dividing the Company helps in establishing accountability 
regarding efficient capital allocation  to various business divisions within a parent company. 
This is necessary in case different business units within a company carry different capital 
needs. 
3) Conglomerate Discount Withdrawn: Typically, companies with multiple businesses 
(Conglomerates), trades at a discount to their sum of the estimated values of their business 
parts as investors typically don’t get proper view on the performance of each division, its 
operational cash flows and capital employed. Hence investors lean to value the conglomerate 
based on the average performances of each division leading to significant undervaluation of 
the better-performing divisions. Thus this discount reflects investor concerns about the 
overall corporate structure of the Company. Once the business division of a conglomerate 
gets listed, this conglomerate discount vanishes resulting in shareholder value creation. 
 
2. Significance of Study 
A large number of studies have been carried out globally to study and analyze the stock returns 
associated with spin-offs. Given the benefit offered by spin-offs internationally, the cases of 
demergers in Indian corporate are gaining momentum and increasing in recent times. Majority of 
the spin- offs that have taken place in India are associated with objective of overall value 
creation for the shareholders. Thus shareholders remain to be most important stakeholder in the 
process as demerger process directly influences shareholder value. Therefore it is utmost 
important to study demergers especially spin-offs in the Indian context so that investors and fund 
managers can realign/ balance their portfolio in the event of demerger. This study focuses on the 
shareholder value creation on account of Spin-offs in India during 5 year period (2012 – 2017). 
 
3. Literature Review 
Following segment provides a brief summary of some of the studies that have been referred with 
the subject of demerger.  
Chris Veld and Yulia V. Veld-Merkoulova (March 26): Value creation through Spin-offs: A 
review of the empirical evidence  
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In this paper researcher has reviewed empirical evidence on value creation through spin-offs. 
Using 26 studies the researcher has found out significantly positive average abnormal return of 
3.02% during the event window. Also the study reveals that spin-offs that lead to an 
improvement of industrial focus are associated with larger abnormal returns which confirm the 
idea that dispositions involving assets outside the core business of a firm are viewed by the 
market as value-increasing.  
Pavak Vyas (2015) : Impact of Demerger Announcement on Shareholder Value:  Evidences from 
India   
This paper examines the demergers and the announcement period price reaction of demergers 
during the year 2012-2014. The authors have studied total 51 demergers of companies listed in 
India. Researcher has found out that significant out-performance of the security over the 
benchmark index post demerger announcement ranging from 1.74% average abnormal return for 
a demerger announcement to 0.16% average abnormal return 10 days following the 
announcement. 
Ranjit Singh, Amalesh Bhowal (2009) : Impact of Demerger on Shareholders’ Wealth  
Under this study researcher has concluded that, after demerger, there is increase in the total 
wealth of the shareholders in almost all the cases. This is on account of negative synergy which 
is removed post demerger and the value is unlocked.  As the this study is conducted in a bullish 
market, author thinks that generalizations of this study conclusion should be avoided. 
Roger Rüdisüli  (2005) : Value Creation of Spin-offs and Carve-outs  
In this research work, researcher has studied value creation of spin-offs and carve-outs.  As per 
the researcher, it is the first study testing the stock market and the operating and relative 
valuation effects of spin-offs and carve-outs on a broad scale for both US and European 
transactions. As per the author, the empirical study provides striking evidence that spin-offs 
create more value than carve-outs and value creation of spin-offs and carve-outs is similar in 
Europe and USA.    
Raffaele Attruia  ( 2014): The Creation of shareholders value through Spin-Offs : The case of  
YAHOO -  
The results of this study confirm that spin-off can have positive impacts in the short period, 
delivering higher value to its shareholders given the higher transparency of the two businesses. 
However in the long-run, the results depend on the capability of these two or more businesses to 
generate value on their own. The case study on Yahoo and its equity investment in Alibaba 
remains empirical evidence that, under certain conditions, spin-offs are a source of value 
creation. 
Marco Müller ( 2012) : Value creation and risk in spin-offs  
In this study, author analyzed the value creation and risk in spin-offs, and examine whether 
changes in systematic risk may additionally explain abnormal shareholder gains. Researcher 
revealed that the mitigation of information asymmetry problems is found to be a key value driver 
in spin-offs. 
Dmitri Boreiko and Maurizio Murgia (2013) : European spin-offs Origin, value creation, and 
long-term performance  
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Using data set of completed spinoffs in twelve European countries, researcher has concluded that 
Spin-off decisions are frequently triggered by firm’s governance changes such as the 
appointment of a new CEO or a takeover threat. 
 
4. Objective of the Study 
The purpose of this study is to learn the impact of demerger on the shareholders wealth for the 
companies that demerged in India during 2012-2017. Following are the objectives of the study. 
a) To study the shareholder return during the demerger announcement date and demerger effective 
date. 
b) To study the shareholder return during demerger effective date and spin off listing date. 
c) To study the shareholder return from demerger announcement date to spin off listing date. 
 
5. Research Design 
This study is based on secondary data collected from NSE, BSE and Bloomberg database. To 
study the effect of spinoffs on shareholders’ value, we have selected companies which were 
demerged (spin-offs) during 2012-2017 in India. The available data is further processed for 
short-listing the Companies based on their size. In India, spin-off procedure generally takes 
several months to complete post actual announcement on account of delay in regulatory and 
shareholders’ approvals required by the Company. Therefore, spin-off acts as a series of events 
rather than a single event of announcement. Hence, we have analyzed the parent company 
market capitalization behaviour around the period of spin-off announcement, spin-off ex-date 
and combined entity post listing of spin-off entity. 
 
6. Data collection and Sampling  
As per Bloomberg data base, total 55 demergers (spinoffs) cases occurred in India during 2012-
2017. We have identified and short-listed 24 cases as pure spin-off events wherein both the 
parent and spin-off companies were listed on the exchange following the spin-off event. For a 
spin-off to be included in the sample set further, we have added additional criteria like the parent 
Company should have minimum market Cap of Rs5bn before the demerger starts. Thus total 24 
firms were selected to conduct the study. We collected their exact demerger announcement date, 
effective date and date of listing of spin offs.  We also gathered the market capitalization data of 
parent company (post announcement, pre effective date and post spin off listing) and Spinoff 
entity post listing to calculate overall returns. 
 
7. Data Analysis and Findings 
We have calculated market capitalization of parent and demerged entity over three time periods 
a) Initial Phase - Change in market capitalization witnessed during demerger announcement date 
and demerger effective date 2) Second phase - Change in market capitalization observed during 
demerger effective date and post listing of spin-off (combined market capitalization of parent 
company and spin off) 3)  Third phase - Change in market capitalization seen during demerger 
announcement date and post listing of spin-offs (combined market capitalization of parent 
company and spin off). 
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Details 
Returns 
(Announcement date to 
Effective Date) 
Returns 
(Effective date to 
listing spinoff Date) 
Returns 
 (Announcement date 
to listing spinoff 
Date) 
Number of Stocks 
Given Positive Return 
14 
(58% of total) 
19 
(79% of total) 
19 
(79% of total) 
Number of Stocks 
Given Negative 
Return 
10 
(42% of total) 
5 
(21% of total) 
5 
(21% of total) 
Total Stocks 24  
24 
 
24 
 
 
 
Details 
Returns 
(Announcement date to 
Effective Date) 
Returns  
(Effective date to 
listing spinoff Date) 
Returns 
 (Announcement date 
to Listing Spinoff 
Date) 
Average Return by 
the Stocks 18% 26% 49% 
 
 
Following are the findings from the above study. 
 During First Phase i.e. during demerger announcement date and demerger effective date, 
58% of total stocks have given positive returns. On an average, parent company market 
capitalization has increased by 18% during the period. 
 During Second Phase i.e. during demerger effective date and spin off listing date, 79% of 
total stocks have given positive returns. On an average, combined entity (Parent + Spin off) 
market capitalization has increased by 26% during the time frame. 
 During Third Phase i.e. from demerger announcement date to spin off listing date, 79% of 
total stocks have given positive returns. On an average, combined entity (Parent + Spin off) 
market capitalization has increased by 49% in the same period. 
 
8. Conclusion  
The findings of 24 demergers have shown that demerger announcements have an overall positive 
effect on shareholder wealth.  However, among the three time lines, most favourable time for 
share-holder wealth creation remains to be from demerger announcement date to the listing of 
demerged entity i.e. from beginning to end of the entire demerger process. During this phase, 
79% of the cases have given 49% average returns.  At the same time, the initial Phase i.e. during 
demerger announcement and demerger effective date, only 58% of total stocks have given 
positive returns with 18% increase in average market capitalization. This behavior may reflect 
the uncertainty regarding the regulatory approval outcome and shareholders’ approval for the 
spin-off proposal from the Company. 
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9. Research Gap - Limitations 
 This study was conducted for a time period of 5 years. To gain better understanding, longer 
period may give a better picture. 
 Market capitalization of demerged entity is calculated and analyzed on absolute return basis. 
However relative returns compared to Index might provide the additional insights into the 
behaviour of stock price during demerger process. 
 Additional study of stocks performance of spinoff entity and parent Company can be 
extended meaningfully for additional time frame of 2-3 years post spinoff listing. 
 Study of wealth effects associated with spin-offs can be further pursued on the basis of type 
of sector demerged entity belongs to, ownership basis (family owned entity vs Non family 
owned) and objectives of demerger (family settlement, regulatory actions, value creation etc). 
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1. Appendix 
No Parent Company 
Spin-off 
Announced 
Date 
Spin-off 
Effective 
Date 
Spin-off 
Entity list 
Date 
Return 
(Announceme
nt date to 
Effective 
Date) 
Return 
(Effective 
date to 
listing 
spinoff) 
Return 
(Announce
ment date to 
listing 
spinoff) 
1 Zuari Global Ltd 3/30/2012 4/9/2012 11/27/2012 4% 26% 31% 
2 Jindal Poly Films Ltd 11/30/2012 7/17/2013 11/11/2013 -22% 16% -10% 
3 
Century 
Plyboards India 
Ltd 
7/10/2013 7/18/2013 10/24/2013 18% -6% 12% 
4 
Westlife 
Development 
Ltd 
8/7/2013 8/13/2013 6/5/2014 2% 61% 65% 
5 Marico Ltd 10/24/2013 11/1/2013 8/14/2015 0% 111% 111% 
6 GOCL Corp Ltd 1/31/2014 6/4/2014 7/31/2014 73% 23% 113% 
7 Dhunseri Petrochem Ltd 9/5/2014 9/18/2014 1/20/2015 8% -24% -19% 
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8 
Polaris 
Consulting & 
Services 
9/26/2014 10/9/2014 12/18/2014 -6% 7% 1% 
9 Greenply Industries Ltd 9/30/2013 11/26/2014 3/2/2015 200% 28% 286% 
10 Balkrishna Industries Ltd 3/13/2015 3/24/2015 7/28/2015 -3% 11% 8% 
11 Star Ferro and Cement Ltd 4/15/2015 4/23/2015 7/28/2015 -4% -2% -6% 
12 Arvind Ltd 5/19/2015 5/28/2015 8/26/2015 -9% 17% 7% 
13 Mastek Ltd 6/5/2015 6/12/2015 8/19/2015 -3% 22% 19% 
14 IDFC Ltd 10/30/2014 10/1/2015 11/6/2015 -10% 46% 32% 
15 Jindal Stainless Ltd 11/13/2015 11/19/2015 1/28/2016 0% 1% 1% 
16 CG Power and Industrial Soln 10/16/2014 3/15/2016 5/13/2016 -19% 27% 3% 
17 Uttam Value Steels Ltd 6/25/2014 3/28/2016 7/18/2016 -40% 45% -12% 
18 Jindal Saw Ltd 3/4/2016 8/25/2016 2/27/2017 25% 57% 96% 
19 Transport Corp of India Ltd 10/12/2015 8/26/2016 12/15/2016 29% -6% 21% 
20 Max Financial Services Ltd 1/27/2015 1/27/2016 6/22/2016 -5% 46% 38% 
21 PTL Enterprises Ltd 2/2/2016 3/27/2017 7/20/2017 43% 23% 75% 
22 Sintex Industries Ltd 9/29/2016 5/25/2017 8/8/2017 41% 49% 110% 
23 
SMS 
Pharmaceuticals 
Ltd 
8/17/2016 6/22/2017 8/17/2017 0% -10% -10% 
24 Grasim Industries Ltd 8/11/2016 7/19/2017 9/1/2017 103% 50% 205% 
 
Average 
Return    18% 26% 49% 
        
 Positive Return    15 20 20 
 Negative Return    10 5 5 
        
 Positive Return    60% 80% 80% 
 Negative Return    40% 20% 20% 
 
Source: Bloomberg 
